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OUTLINE 

Overview 
Nature of California GO Bonds 
GO Bonds in Bankruptcy 
 Rating Agency Perspectives 
Current Disclosure 
 Suggested Changes 
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Rollingthe Dice on Municipal 
Bankruptcies THE BON BUYER 

Detroit's GO Treatment Sparks Market Debate 
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CITY 
 

NEXT? 
 

~NBC NEWS 
 
Detroit Bonds: Obligation or Just a Promise? 
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THE OFFICIAL STATEMENT
 

 Standard Disclosure Today 


 Property Tax Base Information 
• Assessed Valuation Analysis 
• Ad Valorem Tax Rates 
• Delinquency Rates 
• Top Owners 
• Overlapping Liens 
• Teeter plan 

 General Fund Finances 

Nature of Security (unlimited ad valorem property tax) 
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NATURE OF GO BONDS 

Not All General Obligation Bonds Are Equal
 
 Traditionally “general obligation” meant full faith and credit 

pledge 
 Issuer pledges to use all available resources and taxing power to 

pay debt service 

 However, the use of the term may be a misnomer because the 
strength and extent of security for such bonds varies widely 
by state and local governmental unit within a state 

 Can include unlimited property tax pledge, limited property 
tax pledge, and general fund pledge 
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NATURE OF GO BONDS
 

California Local Government GO Bonds 
 Most local government GO bonds are secured only by a pledge of 

ad valorem property taxes 

 Unlimited in rate and amount 

 Voter approval required for a tax ‘override’, which is in addition to 
the 1% ad valorem property tax 

 The counties levy and collect (and for school districts also hold) 
property tax revenues until paid 

 Proceeds may be used only for debt service on related GO bonds 

 Generally, NO pledge of issuer’s general fund or any other 
available funds 
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NATURE OF GO BONDS
 

 State of California GO Bonds 
 Payable in accordance with the related State Bond Act and related 

bond resolution out of the State’s general fund, subject under State law 
only to the prior application of moneys in the General Fund to the 
support of the public school system and public institutions of higher 
education 

 The State Bond Acts each provide that the State will collect annually in 
the same manner and at the same time as it collects other State revenue 
an amount sufficient to pay principal of and interest on the related 
series of Bonds in that year 

 The State Bond Acts also each contain a continuing appropriation from 
the State’s General Fund of the sum annually necessary to pay the 
principal of and interest on the related series of Bonds as they become 
due and payable 
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NATURE OF GO BONDS
 

 State of California GO Bonds (continued) 
 The State Bond Acts each provide that the bonds issued thereunder 

“shall be and constitute a valid and binding obligation of the State of 
California, and the full faith and credit of the State is hereby pledged 
for the punctual payment of the principal of, and interest on, the bonds 
as the principal and interest become due and payable” 

 The pledge of the full faith and credit of the State alone does not 
create a lien on any particular moneys in the General Fund or any other 
assets of the State, but is an undertaking by the State to be irrevocably 
obligated in good faith to use its taxing powers as may be required for 
the full and prompt payment of the principal of and interest on all 
general obligation bonds as they become due 

 States cannot file for bankruptcy so no additional risk of a 
payment default or of recovery to holders as a result of a 
bankruptcy proceeding 
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NATURE OF GO BONDS 

 From CDIAC Primer: 
 Interestingly, relatively few statutes (other than those 

relating to the state's bonds) use the designation,
“general obligation bonds” and it may be more 
accurate to think of these obligations as “unlimited tax 
bonds.” 

 Investors and analysts must go beyond the title of a 
bond to understand its security 
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 GO Bonds in Bankruptcy
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THE RELEVANCY OF BANKRUPTCY 

 Rating agencies generally base credit ratings on the 
probability that an issuer will default on a debt 
instrument, and the recovery to holders of such debt after 
default 

 Bankruptcy can affect bondholders by creating a risk of 
default, and it may also impair the recovery to holders 
after default 

 Different types of security are treated differently in 
bankruptcy and, therefore, a bankruptcy may affect the 
timely payment of debt service on different bonds and 
the recovery to holders of such bonds after a default 
differently 
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RARE EVENTS DESPITE RECENT 
ATTENTION 

 Risk of a municipal bankruptcy or default is remote
 
Municipal Defaults by Type 

1970 -2012 

2 

2 

Cities 
3 

Hospitals & 
Health Care 

Infrastructure 22 
4 

 Because so few have occurred, the law remains 
unclear on many important issues 

Housing 
29 

General 
Obligation 

5 

Education 
3 

Utilities 
2 

Water & Sewer 

Counties 
Other 

1 

Source: Moody’s 
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ABILITY TO FILE; ELIGIBILITY 

 State limitations on ability to file 
 Preconditions for eligibility 
 What happens if not permitted to file 
 No involuntary bankruptcy in Chapter 9
 
 For purposes of this discussion, assume local 

California governmental general obligation 
bond issuer has the ability and would meet 
preconditions 
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RISK OF DEFAULT THROUGH 

AUTOMATIC STAY
 

 Normal course upon payment default: 
mandamus action to compel payment, etc. 

 A bankruptcy filing may result in an immediate 
cessation of debt service payments because of 
the automatic stay provision which stops 
creditor recovery actions against the 
debtor/issuer 

 Special revenues have protections against 
automatic stay 
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SPECIAL REVENUE 

 Revenues derived from the ownership, operation or 
disposition of certain projects or systems including 
transportation, utility or other services or specific 
projects 

 Not revenue that is available for the general
 
purposes of the municipality
 

 Definition not always simple to apply 

 Rating agency perspective: local government GO 
repayment revenues likely not special revenues 

 Are special revenue debt instruments stronger credits? 
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RISKS OF RECOVERY AND OTHER 
CHANGES 

Debt Classifications 
 Secured 
 Unsecured 

 Priority of Payment 
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SECURED OBLIGATIONS
 

 Bonds Secured by Statutory Lien 
 The definition of “statutory lien” is not always simple to apply 
 Lien attaches to property (including revenues) acquired after 

bankruptcy filing 
 Not clear whether terms of bonds can be altered as part of plan 

•	 Lien continues to apply to revenues 
•	 Municipality likely has no incentive to exert leverage on bondholders 

 Bonds Secured by Consensual Pledge of General Revenues 
 Lien does not attach to post petition revenues 
 Automatic stay applies 
 Terms of bonds can be altered as part of plan 
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SECURED OBLIGATIONS (Cont’d) 

 Bonds Secured by Consensual Pledge of Special Revenues 
 The definition of “special revenues” is not always simple to apply 
 There must be a pledge – it is not enough merely for the revenues 

to be “special revenues” 
 The pledge does attach to revenues acquired after bankruptcy 

filing 
 “Net revenues” 
 Limited exception from automatic stay, but there has been 

litigation over the scope of the exception 
 Not clear whether terms of bonds can be altered as part of plan 
 Not clear whether rate covenant continues to be enforceable 
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SECURED OBLIGATIONS (Cont’d)
 

 Bonds Secured by Property Taxes Restricted by State Law 
 Bankruptcy court cannot alter state law relating to state control of 

municipalities 
 State law restricting how a municipality must spend certain funds should be 

enforceable in bankruptcy 
 Bankrupt municipality cannot use these property taxes for any other 

purposes 
 Subject to automatic stay (but why bother) 
 Unclear whether terms of bonds can be altered as part of plan, but the 

property tax revenues cannot be used for any other purpose 
 Little incentive for bankrupt municipality to try to exert leverage on 

bondholders, because there is nothing else that can be done with the 
revenues 

 While state law may require unlimited increases in property taxes, 
bankruptcy courts have generally required municipality to increase taxes 
only to the extent that the increase is reasonable under the circumstances 
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IMPLICATIONS ON DISCLOSURE 

 Evaluation of issuer’s overall credit quality 

 Full financial disclosure 
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RATING AGENCY PERSPECTIVES 

 Both Moody’s and S&P have recently released 
new general obligation rating methodologies 
for U.S. Local Government Debt 
 S&P’s methodology published last fall focuses on 

municipalities (i.e. cities and counties) – not school or 
other special districts 

 Moody’s methodology published in January has a 
broader focus than S&P; however California receives 
specific attention 
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S&P GO RATING METHODOLOGY 

 The scoring in S&P’s revised Local Government 
GO Ratings Methodology is based on seven 
key factors: 
 Institutional framework, economy, management, 

budgetary flexibility, budgetary performance, 
liquidity and debt/contingent liabilities 
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Assumptions:, September 1.2, .2013 
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S&P GO RATING METHODOLOGY 
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MOODY’S GO RATING
 
METHODOLOGY
 

 Moody’s report published in January of 2014 
is a methodology focusing on all US Local 
Government General Obligation Debt; 
however, California debt was specifically 
addressed in this report and a follow up report 
published in February 2014 
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MOODY’S GO RATING 
METHODOLOGY 

Broad Rating 
Factors 

Factor 
Weight 

Rating Subfactors Subfactor 
Weight 

Economy/Tax Base 30% Tax Base Size 10% 

Finances 30% 

Management 20% 

Debt/Pensions 20% 

Full Value Per Capita 10% 

Wealth (median family income) 10% 

Fund Balance (% of revenues) 10% 

Fund Balance (5-year change) 5% 

Cash Balance (% of revenues) 10% 

Cash Balance Trend (5-year change) 10% 

Institutional Framework 5% 

Operating History 5% 

Debt to Full Value 5% 

Debt to Revenue 5% 

Moody’s adj. Net Pension Liability (3-yr ave.) to Full Value 5% 

Moody’s adj. Net Pension Liability (3-yr ave.) to Revenue 5% 
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MOODY’S ON CALIFORNIA GOs
 

 “An illustration in the variety in the meaning of 
“General Obligation” arises in California, where a local 
government “General Obligation” bond is not secured 
by the full faith and credit of the local government, but 
solely by an unlimited ad valorem tax. We rate 
California local government GO bonds under this 
methodology, and even though they do not benefit from 
the broader pledge that secures GO bonds in many 
other states(*), this is not necessarily a weakness.” 
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MOODY’S ON CALIFORNIA GOs (cont’d) 


 *“The primary rationale for this inclusion is threefold: First, 
our GO ratings reflect a comprehensive evaluation of a 
municipality’s overall credit quality, which includes more 
than just an evaluation of pledged, legal security…we 
believe a California local government’s overall financial 
profile and general management wherewithal can provide
meaningful indicators of GO bond default probability. 
Second, the stronger a local government’s overall, general 
credit quality, the less likely the local government will ever 
seek bankruptcy court protection. Third, our GO 
methodology is sufficiently flexible to recognize the unique 
strengths and weaknesses of each state’s particular version 
of GO bonds, including California’s, with “below-the-line” 
adjustments…” 
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 Current Disclosure
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THE OFFICIAL STATEMENT
 

 Standard Disclosure 
 Nature of Security (unlimited ad valorem property tax) 
 Property Tax Base Information 

• Assessed Valuation Analysis 
• Ad Valorem Tax Rates 
• Delinquency Rates 
• Top Owners 
• Overlapping Liens 
• Teeter plan 
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THE OFFICIAL STATEMENT -
APPENDICES
 

 Standard Disclosure 
 Appendix A 

• General Fund Disclosure 
• Local economic/demographic information 

 Issuer Audited Financial Statements 
 Aggregate Debt Service Schedules 

• Detailed schedules for all outstanding Public Agency GO bonds 
 County Investment Pool 

• Latest fund balances and investment vehicles 
 Continuing Disclosure Certificate 
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FINANCIAL AND OPERATING INFORlvfATION 

The information in this Part II of Appendix A concerning the operations of the District, the District 's 
finances, and State funding of education, is provided as supplementmy information on~}, and it should not be 
infeJTed fi·om the inclusion of this information in this Official Statement that the principal of or interest on the Bonds 
is payable from the general fund oft he District or from State revenues. The Bonds are payablefrom the proceeds of 
an ad valorem tax approve~ by the voters of the District pursuant to all applicable laws and State Constitutional 
requirements, and required to be levied by the County on property within the District in an amount sufficient for the 
timely pa_rment of principal and interest on the Bonds. See "SECURITY AND SOURCE OF PAYMENT FOR THE 
BONDS" in theji·ont section of this Official Statement. 

36 

APPENDIX A DISCLAIMER 
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 Suggested Changes
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GO DISCLOSURE 

How is our GO bond disclosure? 
 Should anything be added or taken away?
 
 For school GOs, should there be a greater 

focus on the county setting, levying and 
collecting the taxes? 

 Should there be a detailed bankruptcy
 
discussion?
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